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SUBJECT: DOW CHEMICAL INVESTMENT IN JAPAN 
REF: (A) TOKYO 10351; (B) TOKYO 14422 

BEGIN SUMMARY: IN RETURN FOR MITTS GRANTING DOW PERMISSION 
TO BUILD THREE SMALL DOWNSTREAM CHEMICAL PLANTS IN JAPAN, 

DOW HAS AGREED TO WITHDRAW ITS APPLICATION TO BUILD A 
LARGE-SCALE CAUSTIC SODA PLANT AND TO RESUBMIT THE APPLICATION 
FOR CAUSTIC SODA TO MITI AT A LATER DATE. DOW REMAINS CONFI- 
DENT THAT IT WILL RECEIVE APPROVAL BY NEXT SUMMER. END SUMMARY. 

1. DOW CHEMICAL HAS FORMALLY ACCEPTED A MINISTRY OF INTER 
NATIONAL TRADE AND INDUSTRY (MITI) OFFER TO APPROVE DOW'S 
BUILDING THREE SMALLER RESINS AND AGRICULTURAL CHEMICALS PLANTS 
IN JAPAN IF DOW WOULD WITHDRAW AND RESUBMIT ITS APPLICATION 
TO BUILD A LARGE CAUSTIC SODA PLANT IN HOKKAIDO (REFS). 

DOW JAPAN PRESIDENT ROBERT BAKER CHARACTERIZED MITTS DECISION 
TO US AS A "MAJOR VICTORY" IN DOW S CAMPAIGN TO ACQUIRE PER- 
MISSION TO MANUFACTURE IN JAPAN ON A 100 PERCENT FOREIGN OWNED 
BASIS; NEVERTHELESS, BAKER NOTED IN A STATEMENT TO THE PRESS 
THAT DOW HAD ONLY "WITH CONSIDERABLE RELUCTANCE" AGREED 
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TO THE MITI PROPOSAL, AND FIRMLY RESTATED DOW'S INTENTION TO 
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PURSUE A CHARTER REVISION TO PERMIT CONSTRUCTION OF A CAUSTIC 
SODA PLANT. 

2. BAKER SAID THAT DIRGEN YANO OF MITI'S BASIC INDUSTRIES 
BUREAU DID NOT PROVIDE DOW WITH CONCRETE ASSURANCES THAT THE 
CAUSTIC SODA APPLICATION WOULD BE APPROVED; NOR DID HE INDI- 
CATE WHEN A DECISION WOULD BE MADE. RATHER, YANO OBSERVED THAT 
"WHEN PERSIMMONS ARE RIPE THEY FALL OF THEIR OWN ACCORD." 

BAKER INTERPRETS THIS REMARK TO MEAN THAT. GIVEN MORE TIME, 

MITI WILL BE ABLE TO MOLLIFY THE JAPANESE CAUSTIC SODA ASSOCI- 
ASSOCIATION AND APPROVE DOW'S REQUEST. OTHER DOW OFFICIALS HAVE 
TOLD US THAT THEY ARE ACTUALLY PLEASED TO HAVE THE CAUSTIC 
SODA PLANT DELAYED FOR A WHILE DUE TO INTERNAL PLANNING DIFFI- 
CULTIES. CONSEQUENTLY, DOW IS TAKING A CONCILIATORY AND 
UNDERSTANDING PUBLIC STANCE WHILE EXPRESSING CONFIDENCE THAT 
ITS CAUSTIC SODA APPLICATION WILL BE APPROVED UNDER JAPAN'S 
CAPITAL INVESTMENT LIBERALIZATION PROGRAM. 

3. BOTH LOCAL ENGLISH LANGUAGE AND JAPANESE PRESS GAVE DOW 
STORY PROMINENT BUT UNSENSATIONAL INSIDE PAGE COVERAGE, HIGH- 
LIGHTING BOTH DOW S WILLINGNESS TO WITHDRAW ITS APPLICATION 
TEMPORARILY AND ITS DETERMINATION TO OBTAIN ULTIMATE APPROVAL. 
THAT DOW HAS RECEIVED PERMISSION TO MANUFACTURE ON A WHOLLY 
OWNED BASIS RECEIVED LITTLE PLAY. SEVERAL ARTICLES PREDICTED 

A MITI DECISION ON THE CAUSTIC SODA APPLICATION BY EARLY NEXT 
YEAR. 

4. IN EXPLAINING MITI'S POSITION TO ECON COUNSELOR, AMERICA 
DIVISION DIRECTOR KINOSHITA REVIEWED FINANCIAL DIFFICULTIES 
FACED BY JAPANESE CAUSTIC SODA INDUSTRY IN CONVERTING TO DIS- 
PHRAGM METHOD AND RESTATED THAT GOJ NEEDS MORE TIME TO STUDY 
DOMESTIC IMPACT OF DOW'S PROPOSAL. DESPITE SPECULATION IN 

THE FOREIGN PRESS TO THE CONTRARY, HE SAID, IT SHOULD BE 
EMPHASIZED THAT WITHHOLDING A FINAL DECISION DOES NOT MEAN THAT 
DOW'S APPLICATION HAS BEEN TURNED DOWN. THE GOJ HOPES TO 
CONSULT WITH DOW, WHOM KINOSHITA SAID HAD BEEN VERY COOPERATIVE, 
AND ARRIVE AT A SOLUTION ACCEPTABLE BOTH TO DOW AND TO THE 
CAUSTIC SODA INDUSTRY. 

5. NOTING THAT DOW S APPLICATION HAS BEEN WIDELY REGARDED 
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ABROAD AS A TEST CASE OF JAPAN'S COMMITMENT TO CAPITAL LIBER- 
ALIZATION, ECON COUNSELOR URGED THAT MITI RULE ON DOW'S RE- 
SUBMITTED APPLICATION AS QUICKLY AS POSSIBLE. HE ASSURED 
KINOSHITA THAT THE EMBASSY RETAINS AN ACTIVE INTEREST IN THE 
CASE AND WE ARE CONFIDENT THAT THE GOJ WILL CONTINUE TO HONOR 
ITS COMMITMENT TO CAPITAL LIBERALIZATION. WE HAVE EXPRESSED 
A SIMILAR VIEW TO THE FOREIGN OFFICE. 
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6. COMMENT: DOW HAS NOT ASKED, AND WE ANTICIPATE WILL NOT ASK, 

US TO TAKE ANY SPECIFIC MEASURES ON ITS BEHALF, ELECTING INSTEAD 
TO PLAY THE GAME AS A GOOD CORPORATE CITIZEN OF JAPAN. SINCE 
PRECEDENTS ESTABLISHED IN THIS CASE COULD, HOWEVER, HAVE AN IM- 
PORTANT EFFECT ON THE PROSPECTS OF OTHER POTENTIAL U.S. INVESTORS 
HERE, WE HAVE INFORMED MITI AND THE FOREIGN MINISTRY THAT 
WE WILL CONTINUE TO WATCH THE HANDLING OF DOW'S APPLICATION 
CLOSELY AS A MAJOR TEST OF JAPAN'S COMMITMENT TO LIBERALIZATION 
OF INWARD INVESTMENT. IF A GENERAL ELECTION IS HELD IN JANUARY, 

MITI COULD WELL MAKE ITS DECISION NEXT SPRING AS PREDICTED 
BY DOW JAPAN PRESIDENT BAKER AND THE PRESS. 

HODGSON 
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